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Since the reform and opening up in 1978, China has experienced a transmission 
from the planned economy mechanism to the market economy system. During this 
process, especially under open conditions, the research on China’s inflation has 
attracted more and more attention.  
Conventional Phillips Curve, as an experience curve of the study on the 
relationship between inflation rate and unemployment rate, once obtained profound 
research and extensive use. However, whether it is applicable in China still remains 
controversial. The New Keynesian Phillips Curve (NKPC), based on the traditional 
one, introduces the micro-foundations and main target variables of policy control like 
inflation rate and the economic growth. At the same time, the empirical results of our 
country prove to be satisfactory and the corresponding policy recommendations are 
effective in practical applications. As a result, the NKPC has become an important 
tool to study the change of inflation rate.  
This paper conducts literature review at first and then sets up a Phillips Curve 
which includes inflation expectations, multi-period inflation inertia, the output gap 
and the international commodity price shocks, which forms the theoretical foundation 
of this paper. On the empirical side, based on the macroeconomic data ranging from 
the 1st quarter of 1995 to 4th quarter of 2011, the paper utilizes Kalman Filter method 
to obtain the potential output series and then conducts empirical analysis of China’s 
NKPC by virtue of GMM method. 
The empirical results show that among all the influencing factors of inflation, the 
forward-looking factors and backward- looking factors approximately share the same 
weight, while the backward-looking factors has a slightly larger influence. The 
influence of the output gap, which is obtained on the basis of the Kalman Filter 
method, on the inflation rate is insignificant, while the influence of the variation of 
output gap is significant. The international commodity price shocks measured by CRB 
future price index have significant influence on the inflation rate and it is 
simultaneous influence, which indicates that China’s economy has a strong degree of 
openness and the exogenous price shocks affect the inflation rate not only through 
influencing production cost, but also through influencing inflation expectation 
directly.  
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